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O R D E R  

On A u g u s t  1, 1985, G i l b e r t  C o n s t r u c t i o n  Services,  1nc . -  

G r a h a m  E s t a t e s  S u b d i v i s i o n  Sewer F a c i l i t i e s  ( "Graham E s t a t e s " )  

f i l e d  a n  a p p l i c a t i o n  w i t h  the C o m m i s s i o n  t o  i n c r e a s e  i ts  sewer 

r a t e  p u r s u a n t  t o  807 KAR 5:076, A l t e r n a t i v e  R a t e  F . d j u s t m e n t  

P r o c e d u r e  f o r  Small U t i l i t i e s  ( " A R F " ) .  

Graham E s t a t e s '  proposed ra tes  would p r o d u c e  a d d i t i o n a l  

r e v e n u e s  of a p p r o x i m a t e l y  $ 8 , 1 5 4  a n n u a l l y ,  a n  i n c r e a s e  of 2 4 0  

p e r c e n t  o v e r  t es t -per iod  a c t u a l  o p e r a t i n g  r e v e n u e s  of $ 3 , 4 0 8 .  

Based o n  t h e  f i n d i n g s  h e r e i n ,  t h e  r e v e n u e s  o f  Graham E s t a t e s  w i l l  

incroase by S S , 5 0 9  a n n u a l l y ,  a n  i n c r o a s e  of 161.65 p e r c e n t .  

A h e a r i n g  was n o t  r e q u e s t e d  i n  t h i s  m a t t e r  a n d ,  i n  

a c c o r d a n c c l  w i t h  the p r o v i s i o n s  of t h o  AHP, n o  hearing was c o n -  

d u c t e d .  T h e  d e c i s i o n  of t h e  Commiss ion  i.8 based o n  i n f o r m a t i o n  

c o n t a i n e d  i n  t h e  a p p l i c a t i o n ,  w r i t t e n  s u b m i s s i o n s ,  t h e  e t a f f  a u d i t  

report ,  a n n u a l  reports a n d  o t h e r  d o c u m e n t s  o n  file i n  t h e  

Commiss ion  o f f i c e s .  



COMMENTARY 

Graham Es ta t e s  is  a p r i v a t e l y - o w n e d  s e w a g e  t r e a t m e n t  p l a n t  

and s e r v e s  a p p r o x i m a t e l y  4 7  r e s i d e n t i a l  c u s t o m e r s  i n  D a v i e s s  

C o u n t y ,  K e n t u c k y .  Graham E s t a t e s  is owned a n d  operated by G i l b e r t  

C o n s t r u c t i o n  S e r v i c e s  ( " G i l b e r t  C o n s t r u c t i o n " ) ,  a c o r p o r a t i o n  

w h i c h  also owns W r i g h t  A c r e s  S u b d i v i s i o n  S e w e r  F a c i l i t i e s  ( " W r i g h t  

Acres"). 

TEST PERIOD 

Graham Es ta t e s  p r o p o s e d  t h e  12-month p e r i o d  e n d i n g  December 

31,  1983, as t h e  t es t  p e r i o d  for d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of 

t h e  proposed rates.  A t  t h e  t i m e  t h e  a p p l i c a t i o n  w a s  f i l e d ,  t h e  

1 9 8 4  Annual  Report w a s  a v a i l a b l e ;  t h e r e f o r e ,  i n  a c c o r d a n c e  w i t h  

t h e  p r o v i s i o n s  of t h e  ARF, t h e  Commission h a s  a d o p t e d  t h e  12-month 

period e n d e d  D e c e m b e r  3 1 ,  1984, t h e  immedia te  pas t  yea r .  I n  

u t i l i z i n g  t h e  h i s t o r i c a l  tes t  p e r i o d ,  t h e  Commission h a s  g i v e n  

f u l l  c o n s i d e r a t i o n  to  known a n d  m e a s u r a b l e  c h a n g e s  f o u n d  

reasonable. 

REVENUES AND EXPENSES 

For the t e s t  period, Graham E s t a t e s  reported a n e t  

o p e r a t i n g  loss f r o m  sewage o p e r a t i o n s  of $8,730. G r a h a m  E s t a t e s  

proposed s e v e r a l  pro forma a d j u s t m e n t s  to  e x p e n s e s  to  r e f l e c t  more 

c u r r e n t  a n d  a n t i c i p a t e d  o p e r a t i n g  c o n d i t i o n s .  

S t a f f  A u d i t  Report A d j u s t m e n t s  

I n  t h e  course o f  i ts  i n v e s t i g a t i o n  i n  t h i s  case,  t h e  

Commission s t a f f  performed a l i m i t e d  a u d i t  to  v e r i f y  reported 

t e s t - y e a r  e x p e n s e s  a n d  to  d e t e r m i n e  i f  t h e s e  e x p e n s e s  had  been 

p r o p e r l y  a l located.  The o b j e c t i v e  w a s  to  d e t e r m i n e  w h e t h e r  t h e  

-2- 



operating expenses, as reported in the 1984 Annual Report, were 

accounted for in accordance with the Uniform System of Accounts 

for Sewer Utilities and were properly allocated. The Staff Audit 

Report of Graham Estates' operations for  the calendar year 1984 

was filed as a part of the record in this case on October 21, 

1985. Based upon the findings contained in t h e  Staff Audit Report 

of Graham Estates, the Commission made adjustments to the 

test-year operating expenses to reflect a net operating loss from 

sewage operations of $7,267. 

In its response to the audit report, Graham Estates voiced 

disagreement with the staff's adjustments regarding the  allocation 

of certain expenses: the capitalization of items represented by 

an invoice from Lanham Electric and the assumptions underlying an 

adjustment to depreciation expense. The Commission, having 

reviewed the response, is of the opinion that the adjustments 

contained in the audit report were proper and that Graham Estates 

has not presented evidence to the contrary. The extensive 

commingling of personal expenses, predominantly channeled through 

the stockholder-loan account, supports the 1/3 allocation factor 

for the test year. The work performed by Lanharn Electric was of a 

capital natura and a h o u l d  bo c a p i t a l l z u d .  Tho degrecfatlon 

allowed in the audit report for accounting purposes was f a i r  and 

roaaonable. 

The Commission is concerned with t h e  record-keeping 

practices of Graham Estates and herein reminds Graham Estates that 

its accounting records are to be maintained in accordance w i t h  t h e  
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Uniform System of Accounts for Class C and D Sewer Utilities. The 

Commission is a l s o  concerned with the method of allocation of 

certain expenses to Graham Estates. The Staff Audit Report 

adjusted the test-year allocation factor to a reasonable level; 

however, as more resources of Gilbert Construction are used for 

non-utility operations, the need for more detailed documentation 

will increase. The policy of commingling personal expenses with 

utility operations should be discontinued so that a clear picture 

of utility operations is presented. Graham Estates is hereby 

apprised that, in all future rate proceedings before t h i s  Com- 

mission, it will be required to provide the concise, detailed 

information necessary €or the Commission to thoroughly analyze  

test-year operations. 

The Commission ha5 made additional adjustments to the test 

year, as determined in the audit report, based on the following 

findings of fact to reflect more normal and current operating 

conditions: 
I 

Telephone/Paqer Expense 

G r a h a m  E s t a t e s  proposed an adjustment of $122 to test-year 

telephone expenses. This adjustment was occasioned by a change f n  

telephone service in connection with a move by Gilbert 

Construction i n t o  private offices. A phone answering device w a s  

replaced by call-forwarding and a one-way pager. While Mr. 

Gilbert’s desire to maintain 24-hour telephone service is to be 

commended, the Commission feels that this goal can be accomplished 

more p r u d e n t l y  by liatiny M r .  Gilbert’- homo phone for u4e at 

times other than regular office hours. The Commission is of the 
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o p i n i o n  that t h e  t e s t - y e a r  e x p e n s e  is r e a s o n a b l e  and w i l l  allow n o  

a d j u s t m e n t  t o  t h i s  expense. 

Warehouse Rental Expense 

Graham Estates p r o p o s e d  a n  a d j u s t m e n t  of $ 2 4 6  for  r e n t e d  

w a r e h o u s e  space. G i l b e r t  C o n s t r u c t i o n  d e t e r m i n e d  t h i s  a d j u s t m e n t  

by a l l o c a t i n g  50 p e r c e n t  of t h e  a n n u a l  r e n t  t o  Graham Estates. Of 

t h e  $492  a n n u a l  rent, $313 was a c t u a l l y  i n c l u d e d  i n  t h e  t e s t - y e a r  

r e n t  expense w i t h  1/3, or  $104, a l loca ted  t o  G r a h a m  E s t a t e s .  I n  

the a p p l i c a t i o n ,  Mr. Gilbert explains t h a t  this a d d i t i o n a l  space 

was n e e d e d  t o  improve s t o r a g e  of e q u i p m e n t ,  tools and s u p p l i e s ;  

however, it  was discovered d u r i n g  tho a u d i t  tliat t h i s  space is 

also used for s t o r a g e  of p e r s o n a l  i t e m s .  T h e  Commission has 

determined t h a t  G r a h a m  E s t a t e s '  s torage n e e d s  a r e  m i n i m a l ,  t h a t  

t h e  l e v e l  of t e s t - y e a r  e x p e n s e  is r e a s o n a b l e ,  and allows no 

adjustment t o  t h i s  expense. 

O f f i c e  Expenses - U t i l i t i e s  and R e n t  

Graham Es ta tes  proposed an adjustment to increase Office 

e x p e n s e  by $ 4 5 .  I n  A u g u s t  1984 G i l b e r t  C o n s t r u c t i o n  moved t o  

p r i v a t e  office space. The r e n t  f o r  these o f f i c e s  is $150 p e r  

month.  Based o n  a 113 a l l o c a t i o n ,  t h e  a n n u a l  r e n t a l  e x p e n s e  for 

Graham E s t a t e s  is $600.  T e s t - y e a r  oftice r e n t a l  expense, a8 shown 

i n  t h e  a u d i t  r e p o r t ,  was $ 4 8 2 .  The Commission ha5, t h e r e f o r e ,  

i n c r e a s e d  r e n t a l  e x p e n s e  by $118 f o r  rate-making p u r p o s e s .  

Under  the o f f i c e  r e n t a l  a g r e e m e n t ,  G i l b e r t  C o n s t r u c t i o n  is 

charged f o r  h a l f  of t h e  u t i l i t i e s  e x p e n s e .  S ince  G i l b e r t  

Construction moved during the t es t  y e a r ,  a c t u a l  t e s t - y e a r  oxpenses 

do n o t  r e f l e c t  t h e  i n c r e a s e d  u t i l i t y  cost. C o r r e s p o n d e n c e  from 
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the landlord, itemizing the utility expense from September 1983 

through August  1 9 8 4 ,  shows that Gilbert Construction's liability 

would be $685, which has been determined to be a reasonable a n n u a l  

charge. An allocation of 1/3 to Graham Estates results in an 

annual expense of $229. The difference between the $229 and the 

$125 included in the test-year expense results in an adjustment to 

increase utilities expense by $104, 

Salar ies  and Waqes 

Graham Estates proposed an adjustment to increase salaries 

and wages by $2,220. T h i s  is the result of a 37 percent 

allocation of a $250 per month management salary fo r  both  M r .  and 

Mrs. Gilbert. Mr. G i l b e r t  Ss the president and manager, and Mrs. 

Gilbert is the secretary, treasurer and controller. 

The Commission generally allows a reasonable level for  

management e x p e n s e .  In the case at hand, the Commission has 

determined t h a t ,  while there is indeed a need for management and 

bookkeeping, the need is minimal, since customer billing and 

collection is handled by Owensboro Municipal Utilities and 

test-yeas expenses provide  for reimbursement of routine 

maintenance. As a result, the Commission will allow an annual 

expense  of $1,200 for management salariea. 

Depreciation 

Graham Estates began sewer utility operations fn 1970 and 

becama subject t o  Commission jurisdiction effective January 1, 

1975. The original o w n e r s ,  George and Eva Birkhead, sold the 

utility to Larry and Cathy E b e l h a r  and John Gasser. On June 4, 

1980, Graham Estates was purchased by R. E. Gilbert and Kathryn 
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Beesley. Commission approval for the sale and transfer was n o t  

requested by the purchasers. 

A t  t h e  t i m e  of the acquisition, Gilbert Construction 

obtained no information regarding the original cost, depreciation 

or contributions in aid of construction of the Graham Estates 

facility. The Utility Plant Instructions of the Uniform Sys tem of 

Accounts for Sewer Utilities r e q u i r e s  the recording of the 

origical cost of the plant, the depreciation and the contributions 

i n  aid of construction, estimated if not known, by t h e  p u r c h a s e r .  

These  instructions also require that, i f  possible, the utility 

procure and retain all records relating to the acquired property. 

Mr. G i l b e r t  states, i n  h i s  response to t h e  Staff Audit Report, 

that, in determining the value and depreciation schedule for 

Graham Estates, he determined from manufacturers and vendors 

". . . t h e  replacement cost of each component to determine cost, and 

from the same s u c h  sources, determined t h e  expected use life of 

each. I 1  

T h e  Commission has an established policy to disallow, for 

rate-making purposes ,  the expenses associated with contributed 

property. The Commission recognized the unique characteristics of 

sewer utilities in C a s e  No. 66832 by stating t h a t :  

Letter d a t e d  October 2 8 ,  1 9 8 5 .  

F i n a l  Order d a t e d  January 16, 1979, Case No. 6683, The Amended 
Application of Orchard Grass Sanitation, I n c . ?  for an Order 
Pursuant to Chapter 2 7 8  of the Kentucky Revised Statutes 
Authorizing an Adjustment in Rates for the Existing Sewage 
Treatment Plant Serving Orchard Grass H i l l s  Subdivision, 
Oldham County, Kentucky. 
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... sewage u t i l i t i e s  are u n i q u e  t o  t h e  
e x t e n t  t h a t  t h e  cos t  of f a c i l i t i e s  h a s  
u s u a l l y  b e e n  i n c l u d e d  i n  the cost of t h e  
i n d i v i d u a l  l o t .  

a n d  t h a t :  

... it  is  common prac t ice  for a b u i l d e r  or 
developer  to  c o n s t r u c t  water a n d  sewage 
f a c i l i t i e s  t h a t  a d d  to  the v a l u e  and 
s a l a b i l i t y  of h i s  s u b d i v i s i o n  l o t s  and t o  
e x p e n s e  t h i s  i n v e s t m e n t  cost  i n  t h e  sa le  
price o f  t h e s e  l o t s  o r ,  a s  an a l t e r n a t i v e ,  
to d o n a t e  t h e s e  f a c i l i t i e s  to  a u t i l i t y  
company.  

3 This v i e w  w a s  r ea f f i rmed  i n  C a s e  N o ,  8 1 9 3  a n d  t h e  Commiss ion  has 

r o u t i n e l y  d i s a l l o w e d  d e p r e c i a t i o n  o n  c o n t r i b u t e d  property. 

The  o r i g i n a l  ( a n d  c u r r e n t )  r a tes  s e t  for G r a h a m  E s t a t e s  of 

$6 per month  per customer wou ld  p r o d u c e  maximum gross a n n u a l  

r e v e n u e s  of $3,600.4  T h i s  level of r e v e n u e  c lear ly  i n d i c a t e s  t h a t  

the r e v e n u e s  w e r e  i n t e n d e d  t o  cover o p e r a t i n g  e x p e n s e s  a n d  i t  is 

improbable t h a t  the u t i l i t y  c o u l d  be operated a t  t h i s  r a t e  i f  

r e v e n u e s  included a r e t u r n  on  t h e  c o s t  t o  c o n s t r u c t  t h e  sewer 

f a c i l i t i e s .  

Based upon  t h e  f o r e g o i n g  d i s c u s s i o n  a n d  t h e  f a c t  t h a t  no 

e v i d e n c e  w a s  p r e s e n t e d  to  t h e  c o n t r a r y  b y  Gilbert C o n s t r u c t i o n ,  i t  

is t h e  o p i n i o n  of t h e  Commiss ion  t h a t  t h e  cost of t h e  sewage 

f a c i l i t i e s  h a s  b e e n  recovered t h r o u g h  t h e  s a l e  of t h e  l o t s  and 

F i n a l  O r d e r  dated Februsry I ,  1 9 8 2 ,  Case No. 8193, The Amendad 
Application or Orchard Grass S a n i t a t i o n ,  I n c . ,  for a n  Order 
P u r s u a n t  t o  C h a p t e r  2 7 8  of t h e  K e n t u c k y  R e v i s e d  S t a t u t e s  
A u t h o r i z i n g  an A d j u s t m e n t  i n  Rates €OK the Existing Sewage 
T r e a t m e n t  P l a n t  S e r v i n g  O r c h a r d  G r a s s  H i l l s  S u b d i v i s i o n ,  
O l d h a m  C o u n t y ,  K e n t u c k y .  

50 customers @ $6 .00  per  m o n t h  X 1 2  m o n t h s  = $3,600. 
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r e p r e s e n t s  c o n t r i b u t e d  p r o p e r t y .  T h e r e f o r e ,  t h e  Commission w i l l  

n o t  i n c l u d e  t h e  associated d e p r e c i a t i o n  of $ 1 , 5 2 4  a n d  i n t e r e s t  

e x p e n s e  of $ 1 , 0 0 3  for r a t e - m a k i n g  purposes. T h e  Commission w i l l  

i n c l u d e  d e p r e c i a t i o n  e x p e n s e  of $147 w h i c h  is t h e  a n n u a l  depreci- 

a t i o n  for t h e  items p l a c e d  i n  s e r v i c e  d u r i n g  t h e  test  year a s  

d i s c u s s e d  i n  t h e  S ta f f  A u d i t  Report. 

I n t e r e s t  

I n  a d d i t i o n  t o  t h e  $ 1 , 0 0 3  i n t e r e s t  e x p e n s e  d i s a l l o w e d  by 

t h e  Commission i n  t h e  p r e c e d i n g  s e c t i o n  of t h i s  Orde r ,  test-year 

interest expense includes a c h a r g e  of $ 1 , 7 2 0  r e p r e s e n t i n g  i n t e r e s t  

o n  l o a n s  made by t h e  s t o c k h o l d e r  t o  cover t h e  o p e r a t i n g  losses of 

Graham Es ta tes .  The  b u r d e n  of o b t a i n i n g  s u f f i c i e n t  r e v e n u e s  t o  

meet operating costs rests w i t h  t h e  u t i l i t y .  G r a h a m  E s t a t e s '  

f a i l u r e  to  seek s u f f i c i e n t  revenues t o  m e e t  i t s  o p e r a t i n g  cos t s  i n  

p r ior  periods does not j u s t i f y  p l a c i n g  t h e  burden  of r e c o v e r i n g  

t h e s e  losses o n  t h e  c u r r e n t  ratepayers.  The  Commission is o f  t h e  

o p i n i o n  t h a t  t h i s  t r e a t m e n t  c o n s t i t u t e s  re t roac t ive  r a t e - m a k i n g  

a n d  w i l l  n o t  i n c l u d e  t h e  i n t e r e s t  c h a r g e s  of $1,720 f o r  

r a t e - m a k i n g  p u r p o s e s  h e r e i n .  The  i n t e r e s t  expense of $196 

i n c l u d e d  h e r e i n  for r a t e - m a k i n g  purposes r e p r e s e n t s  the f i n a n c e  

charges o n  v e n d o r  a c c o u n t s  a c t u a l l y  i n c u r r e d  d u r i n g  t h e  t e s t  

p e r i o d .  

Charitable C o n t r i b u t i o n s  

I 

D u r i n g  t h e  tes t  year ,  Graham E s t a t e s  expensed $ 5 0  f o r  

c h a r i t a b l e  c o n t r i b u t i o n s .  The Commission h a s  d e t e r m i n e d  t h a t  t h i s  

e x p e n s e  s h c u l d  n o t  be borne by r a t e p a y e r s  a n d  h a s  disal lowed t h i s  

e x p e n s e .  

-9- 



A f t e r  c o n s i d e r a t i o n  of t h e  a f o r e m e n t i o n e d  a d j u s t m e n t s ,  the  

Cornmission f i n d s  Graham Estates '  a d j u s t e d  t es t  period o p e r a t i o n s  

t o  be as f o l l o w s :  

Tes t  Year 
Per F r o  Forma Test Period 

Sta f f  A u d i t  A d j u s t m e n t s  A d j u s t e d  

Operat ing R e v e n u e s  $ 3,408 $ -0- 
O p e r a t i n g  E x p e n s e s  7 , 7 0 6  < 5 5 >  
Operat ing Income $ < 4 , 2 9 8 >  $ 5 5  
I n t e r e s t  o n  Long-Term Debt 1 ,003  <1,003> 
I n t e r e s t  o n  Debt to  

O t h e r  I n t e r e s t  E x p e n s e  196 -0- 
S t o c k h o l d e r  1 , 7 0 2  < 1 , 7 2 0 >  

- 
O t h e r  A c c o u n t s  
Net Income (Loss) 

5 0  
$ < 7 , 2 6 7 >  

< so> 
$ 2,820 

$ 3 ,408  
7,651 

$ C 4 , 2 4 3 >  
-0- 

-0 -  
196 
-0- 

$ < 4 , 4 3 9 >  

REVENUE REQUIREMENTS 

G r a h a m  E s t a t e s  d e t e r m i n e d  the r e v e n u e  requirements a n d  

rates requested based upon  t h e  c o m p u t a t i o n  of a per c u s t o m e r  

m o n t h l y  c h a r g e  for  f i v e  i t e m s ,  o n e  of w h i c h  w a s  t h e  c h a r g e  for 

s a l a r i e s  a n d  wages d i s c u s s e d  above. The o t h e r  i t e m s  are as 

follows: 

1. Repayment  of s tockho lde r  l o a n s  t o t a l i n g  $18,795. The 

c o m p u t a t i o n  i n c l u d e d  a 10  p e r c e n t  i n t e r e s t  c h a r g e .  

2. An 8 p e r c e n t  r e t u r n  o n  t h e  o r i g i n a l  i n v e s t m e n t  o f  

$15 ,240 .  

3. Repaymen t  of t h e  r e m a i n i n g  balance of t h e  1 0 - y e a r  note 

for the p u r c h a s e .  

4.  Repayment of $ 3 , 2 4 7  r e p r e s e n t i n g  t h e  balance of t h e  

1983 o p e r a t i n g  loss n o t  i n c l u d e d  i n  the s t o c k h o l d e r  loan. 

I n  d e t e r m i n i n g  t h e  revenue r e q u i r e m e n t s  of sewage u t i l i t i e s  

w i t h i n  i t s  j u r i s d i c t i o n ,  the C o m m i s s i o n  h a s  primarily used t h e  
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o p e r a t i n g  ratio.5 The Commission has used t h i s  method due t o  t h e  

u n u s u a l  c a p i t a l  s t r u c t u r e  of sewage u t i l i t i e s  and  the d i f f i c u l t y  

i n  a r r i v i n g  a t  a f a i r  v a l u e  of i n v e s t m e n t  for  r a t e - m a k i n g  

purposes .  The r a t i o  g e n e r a l l y  a l l o w e d  has b e e n  i n  t.he r a n g e  of 88 

p e r c e n t ,  a l t h o u g h  i n  pas t  cases h i g h e r  o p e r a t i n g  r a t i o s  h a v e  been 

g r a n t e d  . 
The method used by Graham Esta tes  t o  d e t e r m i n e  r e v e n u e  

r e q u i r e m e n t s  d o e s  n o t  c o n s t i t u t e  s o u n d  r a t e - m a k i n g ,  a n d  i n  t h e  

case of I t e m s  1 and  4 ,  c o n s t i t u t e s  r e t r o a c t i v e  r a t e - m a k i n g .  The 

Commission is of t h e  o p i n i o n  t h a t  t h e  o p e r a t i n g  r a t i o  me thod  is a 

f a i r ,  j u s t  and  r e a s o n a b l e  method f o r  d e t e r m i n i n g  t h e  r e v e n u e  

r e q u i r e m e n t s  i n  this case and finds that a n  o p e r a t i n g  r a t i o  of 88 

p e r c e n t  w i l l  a l low Graham Estates to  pay i ts  opera t ing  e x p e n s e s  

and p r o v i d e  a r e a s o n a b l e  r e t u r n  t o  i ts  o w n e r s .  

The u s e  of a n  88 p e r c e n t  o p e r a t i n g  r a t i o  a p p l i e d  t o  t h e  

a d j u s t e d  t e s t - y e a r  o p e r a t i n g  e x p e n s e s  results i n  a r e v e n u e  

r e q u i r e m e n t  o f  $8,917.  Therefore, t h e  Commission f i n d s  t h a t  

G r a h a m  E s t a t e s  is e n t i t l e d  t o  i n c r e a s e  its rates to  produce total 

r e v e n u e s  of $8,917 which  will require an i n c r e a s e  i n  r e v e n u e s  of 

$ 5 , 5 0 9  a n n u a l l y .  

SUMMARY 

The Commiss ion ,  a f t e r  c o n s i d e r a t i o n  of the e v i d e n c e  of 

r e c o r d  a n d  being a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  



1. The  a d j u s t m e n t s  t o  t e s t - y e a r  e x p e n s e s  c o n t a i n e d  i n  t h e  

S t a f f  A u d i t  R e p o r t  a re  f a i r ,  just a n d  r e a s o n a b l e .  

2.  Graham Es ta t e s  s h o u l d  m a i n t a i n  i ts  books of a c c o u n t  i n  

a c c o r d a n c e  w i t h  t h e  Un i fo rm S y s t e m  of A c c o u n t s  for Class C and  D 

Sewer U t i l i t i e s  prescribed by t h i s  Commiss ion .  

3. The o r i g i n a l  cost  of sewage  f a c i l i t i e s  t o  serve t h e  

Graham Estates  w a s  r e c o v e r e d  by previous o w n e r s  t h r o u g h  t h e  sale 

of lots  and, therefore,  s h o u l d  n o t  be p a i d  for a s e c o n d  t i m e  a s  a 

r e s u l t  of t h e  t r a n s f e r  of ownership to G i l b e r t  C o n s t r u c t i o n .  

4 .  The t r a n s f e r  of o w n e r s h i p  of G r a h a m  Estates h a s  n o t  

b e e n  a u t h o r i z e d  by t h i s  Commiss ion .  

5 .  The manner  u s e d  by Graham Estates to  determine r e v e n u e  

requirements does n o t  c o n s t i t u t e  s o u n d  r a t e - m a k i n g  policy and  

s h o u l d  be d e n i e d .  

6. The rate i n  Append ix  A is t h e  f a i r ,  j u s t  and  r e a s o n a b l e  

rate f o r  Graham Estates  and  w i l l  produce gross annual r e v e n u e s  

sufficient to pay i t s  o p e r a t i n g  expenses  and  p r o v i d e  a r e a s o n a b l e  

surplus for  e q u i t y  g r o w t h .  

7 .  The rate p r o p o s e d  by Graham Estates  would p r o d u c e  

r e v e n u e  i n  excess of t h a t  f o u n d  reasonable h e r e i n  and ,  therefore, 

should be d e n i e d  upon application of K R S  278.030. 

IT IS THEREFORE ORDERED that: 

1. Graham Es ta t e s  ehall m a i n t a i n  itu books of account 

in a c c o r d a n c e  w i t h  t h e  U n i f o r m  Sys tem of A c c o u n t s  for C l a s s  C and  

D Sewer U t i l i t i e s  prescribed by t h i s  Commission.  
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2 .  The rate i n  Appendix A a t t a c h e d  h e r e t o  and made a 

part h e r e o f  is  approved for  s e r v i c e  rendered  o n  and af ter  t h e  d a t e  

of t h i s  Order .  

3 .  The rate proposed  by  Graham Estates is h e r e b y  

d e n i e d  . 
4 .  With in  30 d a y s  from t h e  d a t e  of t h i s  Order ,  Graham 

E s t a t e s  s h a l l  f i l e  w i t h  the Commission its r e v i s e d  t a r i f f  s h e e t  

s e t t i n g  o u t  t h e  rate approved h e r e i n .  

Done a t  F r a n k f o r t ,  Kentucky, t h i s  12th day of Decenber, 1985. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

'Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY P U B L I C  SERVSCE 
COMMISSION IN CASE NO. 9391 DATED 12/12/85 

The following rates and charges are prescribed for the 

customers receiving service from Gilbert Construction Services, 

Inc. - Graham Estates. All other rates and charges not 

specifically mentioned herein shall remain the same as those in 

effect under authority of this Commission prior to the effective 

date of this Order .  

Customer Class 

Residential (per  month) 
-- Rate 

$15.80 


